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Iraq’s Economy: Past, Present, Future 



Summary 

For most of its history, the government of Iraq has played an active role 
stimulating and directing the Iraqi economy. This pattern was most pronounced 
during the recent regime of Saddam Hussein, which was at root a centrally-directed 
command economy with some trappings of market economics and crony capitalism. 
Iraq’s industrial sector was created, in large part, as a result of government efforts to 
diversify the economy through economic development projects using the proceeds 
from Iraq’s oil wealth and borrowed funds. Many of these initiatives were not viable 
without government subsidies. Much of the industrial base has now been destroyed, 
either by direct attack in the Iran-Iraq or the two Gulf wars or through atrophy caused 
by neglect. Iraq has suffered absolute declines in gross domestic product (GDP), 
chronic inflation, wholesale depreciation of its currency, virtually non-existent 
foreign investment and the accumulation of a crushing debt burden. 

This report, which will be updated periodically, identifies issues to be addressed 
before Iraq can participate normally in the world economy. It will need civil peace 
and a new legitimate government — Hague and Geneva conventions place limits on 
the capacity of an occupying power to restructure or develop the economy of an 
occupied state by its own decisions alone. It will need a sound monetary system and 
a market-oriented banking and finance system. It will need to recast its industrial 
sector on sounder principles with attention to productivity and relative prices. It will 
also need to ensure that the government cannot use the massive oil revenues passing 
through its hands to establish once again a new authoritarian regime. 

Should Iraq’s oil fields be restored to their pre-war conditions, Iraq could re- 
enter the world oil market as one of the largest suppliers, generating up to $24 billion 
in annual revenues. It has large undeveloped potential. Long term, it may be the 
world’s largest oil producer, generating even larger export revenues — perhaps 
doubling or more its income within a decade. How Iraq uses this prospective oil 
wealth — and its effect on the rest of the economy — will be a concern. At present, 
its oil revenue will go into the internationally-audited Development Fund for Iraq. 
Iraq’s agricultural sector is small. Output during the 1980s was stimulated by 
incentives and subsidies, but production lagged and imports supplied most of the 
country’s agricultural needs. During the 1990s, through poor practices, Iraq’s 
farmland was heavily damaged by salinization. Years will be required to rebuild 
Iraq’s agricultural productivity. In the meantime, Iraq will rely on imports to meet 
its agricultural needs. As a result, among other things, urbanization will increase. 

Iraq has large foreign debts, with estimates ranging from $42 billion (plus 
unpaid interest since 1991) to $64 billion and $78 billion. This does not include 
1980s war-loans from Gulf or other Arab states or war damage claims. Most of the 
debt stems from the Iran-Iraq war or from loans incurred before 1990 to fund 
consumer needs and industrial or infrastructure projects. The earlier U.N. sanctions 
regime and the Security Council resolution of May 22, 2003 shield Iraq against action 
by its creditors and claimants to settle claims. The issue will need to be resolved 
before normalization of Iraq’s international trade and financial relations can occur. 
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Iraq’s Economy: Past, Present, Future 

Introduction 1 

This report provides information on the economy of Iraq in the recent past and 
on current post-war conditions. It also discusses issues and factors which will likely 
influence Iraq’s future economic prospects. In the 1980s, Iraq had one of the Arab 
world’s most advanced economies. Though buffeted by the strains of the Iran-Iraq 
war, it had — besides petroleum — a considerable industrial sector, a relatively well- 
developed transport system, and comparatively good infrastructure. Iraq had a 
relatively large middle class, per capita income levels comparable to Venezuela, 
Trinidad or Korea, one of the best educational systems in the Arab world, a well 
educated population and generally good standards of medical care. Nevertheless, 
Iraq was a centrally directed command economy that was heavily dependant on oil 
revenue to fund its key institutions and its development program. Iraq experimented 
in the late 1980s with privatization, functional autonomy for some elements of the 
economy, and limited use of market forces. This initiative ended, however, with the 
advent of the first Gulf war. 

In the dozen years since 1991, Iraq’s industrial and agricultural capacity has 
decayed, its transportation and infrastructure systems have deteriorated, and the 
education levels and standard of living for its population have declined. Oil exports 
resumed under the U.N. Oil for Food Program (OFFP) after 1995, albeit at a lower 
rate. However, its production capacity deteriorated from lack of inputs. Some 
economic facilities were damaged in the recent war and its chaotic aftermath. In 
effect, Iraq must start over as it rebuilds its economy. Its massive oil resources can 
serve as an engine of future growth and development. It does not start, though, with 
a blank slate. The experience, expectations, and aspirations of the past will have 
important — if unknown — effects on Iraq’ s future economy. What Iraq leams from 
its past and how it adapts itself for the future will be important considerations. 

An important feature of centrally planned economies, such as Iraq under 
Saddam Hussein, is the absence of the legal, political, economic, and regulatory 
institutions that are the necessary underpinning of successful market economies. 
According to Dani Rodrik, a prominent development economist, “in the long run, the 
main thing that ensures convergence with the living standards of advanced countries 
is the acquisition of high-quality institutions.” 2 Institutions are the “rules of the 



1 Prepared by Jonathan E. Sanford, Specialist in International Political Economy, and Martin 
A. Weiss, Analyst in International Trade and Finance, Foreign Affairs, Defense and Trade 
Division. 

2 Dani Rodrik. “Growth Strategies.” April 2003. Available at 




